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CARACAS FOR ASSISTANT SECRETARY ROGERS 

E.O. 11652: GDS 
TAGS: ETRD, BR 

SUBJECT: USDA REPORT ON GOB EXPORT SUBSIDIES FOR 
SOYBEAN PRODUCTS 

REF: A. STATE 32862 B. BRASILIA 1307 

1 . ON FEB. 19 USDA WILL DISTRIBUTE PRELIMINARY REPORT TO 
AGRICULTURAL TRADE ADVISORY COMMITTEE (ATAC) WHICH INCLUDES 
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PORTION REPEATED TO YOU IN REF A PLUS INTRODUCTORY SECTION 
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CONTAINED IN PARA 4 BELOW. EMBASSY'S MODIFICATIONS (REF B) 

WILT. BE INCORPORATED IN FINAL. MODIFIED REPORT TO BE 
PREPARED BY USDA AND MADE AVAILABLE TO PUBLIC BY END OF NEXT 
WEEK. USDA WILL IMPRESS UPON COMMITTEE MEMBERS THAT PRE- 
LIMINARY REPORT IS TO REMAIN CONFIDENTIAL UNTIL FINAL 
REPORT IS PUBLISHED. 

2. IN INTEREST OF FURTHERING PROCESS OF FRANK, CLOSE CON- 
SULTATION WITH BRAZILIANS ON TRADE ISSUES AND ENSURING THAT 
GOB IS ACCURATELY INFORMED FROM OUTSET, EMBASSY IS REQUESTED 
TO MAKE LOW-KEY, MIDDLE-LEVEL APPROACH ON THIS MATTER TO GOB 
ON FEB. 18. IN COURSE OF THE MEETING, EMBASSY SHOULD 
PROVIDE COPY OF PRELIMINARY USDA REPORT (REF A HAS SUB- 
STANTIVE PORTION OF REPORT) AND MAKE FOLLOWING POINTS 
ORALLY: 

A. IN VIEW OF SIGNIFICANCE OF THE PRELIMINARY REPORT TO BE 
PRESENTED TO THE ADVISORY COMMITTEE ON FEB. 19, WE CONSIDER 
IT IMPORTANT THAT THE GOB BE APPRISED OF ITS CONTENTS BY 

US RATHER THAN SECONDHAND. A COPY OF THE PUBLISHED REPORT 
WILL ALSO BE PROVIDED TO THE GOB AS SOON AS IT IS AVAIL- 
ABLE. WE WELCOME ANY COMMENTS ON THE ACCURACY OF ITS 
CONTENTS WHICH THE GOB CARES TO MAKE. 

B. THE USDA WAS OBLIGED TO PREPARE THE REPORT BECAUSE OF 
A LONG-STANDING DEMAND FROM THE ATAC WHICH HAS A KEY, 
OFFICIAL ROLE IN THE USG'S MULTILATERAL TRADE NEGOTIATION 
(MTN) POLICY-MAKING PROCESS. TRADE ACT (SECTION 135) 

PROVIDES FOR THE ESTABLISHMENT OF SUCH ADVISORY COMMITTEES 
IN CONTEXT OF MTN. 

C. WE BELIEVE THE QUESTION OF GOB SOYBEAN EXPORT SUB 
SIDIES SHOULD BE AMONG SUBJECTS TO BE DISCUSSED AT 
BILATERAL TRADE SUB-GROUP MEETING WE HOPE TO HOLD IN 
MARCH, AND ACCURATE INFORMATION ON GOB PROGRAM WILL BE 
IMPORTANT ELEMENT IN PREPARING FOR THESE DISCUSSIONS. 

3. IF ASKED, EMBASSY SHOULD STATE IT HAS NO SPECIFIC 
INFO ON POSSIBILITY THAT U.S. SOYBEAN PROCESSORS MIGHT 
FILE A COMPLAINT AGAINST BRAZILIAN SOYBEAN EXPORT 
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SUBSIDIES THOUGH SUCH ACTION COULD BE TAKEN UNDER TA 74 
SECTION 301. 

4. INTRODUCTION TO REPORT. BEGIN TEXT:QUOTE (TITLE) 

BRAZILIAN EXPORT INCENTIVE PROGRAMS - 1. INTRODUCTION 

A. BRAZIL IS A MAJOR PRODUCER AND EXPORTER OF AGRICULTURAL 
COMMODITIES, WITH THE GOVERNMENT ACTIVELY ENCOURAGING 
INCREASED EXPORTS. BUT UNTIL RECENTLY AGRICULTURAL 
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EXPORTS HAVE NOT TRADITIONALLY BENEFITED FROM THE EXPORT 
INCENTIVE PROGRAMS AVAILABLE FOR EXPORTS OF MANUFACTURED 
PRODUCTS. 

B. WHILE THE BRAZILIAN GOVERNMENT HAS A POLICY TO ENCOURAGE 
AGRICULTURAL EXPORTS, PROGRAMS UTILIZED ARE VERY PRODUCT 
SPECIFIC. THUS IT IS IMPOSSIBLE TO MAKE A BLANKET ASSER- 
TION THAT ALL AGRICULTURAL PRODUCTS BENEFIT FROM THE 
INCENTIVE PROGRAMS. EACH PRODUCT MUST BE EXAMINED 
INDIVIDUALLY FOR THE APPLICATION OF EXPORT INCENTIVES. 

C. THE FOLLOWING REPORT DESCRIBES THE EXPORT INCENTIVE 
PROGRAM AS IT APPLIES TO SOYBEANS, SOYBEAN MEAL AND 
SOYBEAN OIL. IT IS STRUCTURED IN THREE MAJOR PARTS: A 
GENERAL DESCRIPTION OF THE VARIOUS TAXES AND FINANCIAL 
INCENTIVES CREATED BY THE BRAZILIAN GOVERNMENT TO STIMULATE 
EXPORTS, A DESCRIPTION OF WHICH PROGRAMS APPLY TO EXPORTS 

OF SOYBEAN PRODUCTS, AND FINALLY A DISCUSSION OF THE 
POSSIBLE EFFECTS OF THE PROGRAMS. WHILE THE LISTING OF 
TAXES AVAILABLE FOR USE INCLUDES ALL INCENTIVES AVAILABLE, 
THEY DO NOT ALL APPLY TO SOYBEAN PRODUCTS. 

5. II. FISCAL AND FINANCIAL INCENTIVES AVAILABLE: 

A. I.P.I. TAX. A VALUE ADDED FEDERAL TAX ON PROCESSING 
RANGING FROM ZERO TO 60 PERCENT. EXPORTS ARE EXEMPTED 
FROM PAYMENT OF THIS TAX. A TAX CREDIT EQUAL TO THE 
EXEMPTED AMOUNT, UP TO 15 PERCENT, IS ALSO AVAILABLE FOR 
EXPORTS. THIS CREDIT MAY BE USED TO MEET ANY IPI OR ICM 
(SEE BELOW) TAX OBLIGATION ARISING FROM ANY OPERATION OF 
THE EXPORTING COMPANY. 

B. ICM TAX. A VALUE ADDED STATE TRANSACTION TAX RANGING 
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UP TO 15.5 PERCENT ON DOMESTIC SALES AND 13 PERCENT ON 
EXPORTS. THIS TAX MAY BE REDUCED OR ELIMINATED FOR 
EXPORTS. IN ADDITION SOME STATES GRANT AN ICM TAX CREDIT 
IN CONJUNCTION WITH THE IPI CREDIT FOR USE AS DESCRIBED 
ABOVE. THIS CREDIT IS EQUAL TO THE IPI CREDIT, UP TO 
13 PERCENT. 

C. INCOME TAX. THE CURRENT FEDERAL INCOME TAX ON CORPORATE 
PROFITS IS 30 PERCENT. EXEMPTION FROM OR REDUCTION IN 

THE INCOME TAX IS GRANTED FOR INDUSTRIAL (AND PRESUMABLY 
SOME AGRICULTURAL) PRODUCTS FOR PROFITS FROM EXPORTS OF 
MANUFACTURED GOODS, PROFITS FROM DOMESTIC SALES FINANCED 
BY LONG-TERM CREDITS FROM INTERNATIONAL OR FOREIGN GOVERN- 
MENTAL AGENCIES, AND PROFIT FROM DOMESTIC SALES TO FOREIGN 
FLAG SHIPS AND PLANES TO BRAZIL. THE PERCENTAGE TO BE 
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DEDUCTED FROM TAXABLE PROFIT IS CALCULATED : ER OVER 
TR TIMES 100. WHERE ER EQUALS EXPORT REVENUES PLUS 
FISCAL INCENTIVES AND TR EQUALS TOTAL REVENUES. AN 
EXEMPTION, REDUCTION OR REFUND OF THE WITHHOLDING INCOME 
TAX ON REMITTANCES TO FOREIGN COUNTRIES IS GRANTED FOR: 

1) EXPENSES FOR EXPORT PROMOTION. 

2) PAYMENTS OF ROYALTIES. 

3) INTEREST AND COMMISSION PAID ON FOREIGN LOANS REGISTERED 
WITH THE CENTRAL BANK AND DESTINED TO FINANCE EXPORT 
PRODUCTION. 

4) INTEREST AND EXPENSES PAID TO DISCOUNT TIME DRAFTS. 

D. SPECIFIC TAXES ON FUELS AND ELECTRIC POWER. THERE IS 
AN EXEMPTION FROM THIS TAX FOR FUEL OR SUPPLIES TO 
BRAZILIAN FLAG VESSELS SERVICING FOREIGN PORTS AND TO 

FOREIGN FLAG VESSELS CALLING AT BRAZILIAN PORTS. 

E. TAX ON FINANCIAL OPERATIONS. EXEMPTIONS FROM THIS MINOR 
TAX ARE GRANTED FOR INSURANCE ON EXPORTED MERCHANDISE, 
EXPORT CREDIT INSURANCE AND ADVANCE PAYMENTS ON EXPORT 
EXCHANGE CONTRACTS. 

F. IMPORT DUTY. THE IMPORT DUTY FOR SPECIFIC ITEMS 
DESTINED FOR THE PRODUCTION OF EXPORTS MAY BE EXEMPTED 
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OR REDUCED. (IT IS NOT CLEAR HOW THIS INCENTIVE MIGHT BE 
AFFECTED BY RECENT IMPORT RESTRICTIONS.) 

G. CREDIT INCENTIVES. LOANS AT INTEREST RATES AS LOW AS 
EIGHT PERCENT (MARKET RATE IS NEAR 20 PERCENT) ARE MADE 
FOR PRODUCTION DESTINED FOR EXPORT. FURTHER DETAILS AS 
TO ELIGIBILITY, SPECIFIC TERMS OF THE LOANS AND PROCEDURES 
NECESSARY TO SUBSTANTIATE THE LOANS ARE NOT CURRENTLY 
AVAILABLE. END TEXT UNQUOTE. 

6. WE APPRECIATE NEGATIVE IMPACT THIS MAY HAVE ON ATMOSHERE 
FOR SECRETARY'S VISIT BUT IN VIEW OF FACT IT NOT REPEAT NOT 
POSSIBLE TO POSTPONE AT AC MEETING, BELIEVE WE HAVE LITTLE 
ALTERNATIVE. IT SEEMS IMPERATIVE WE SHOULD NOT BE CAUGHT 
SHORT IN OUR PROFESSION OF FRANKNESS IN DEALINGS WITH GOB 
THESE MATTERS. EVEN ASIDE FROM POSSIBILITY OF LEAK, GOB 
HAS EXCELLENT SOURCES OF INFORMATION WITH REGARD TO 
VARIOUS TRADE ASSOCIATIONS. IN ANY CASE PUBLICATION IS 
ANTICIPATED FOLLOWING WEEK AND OUR WILLINGNESS TO BE FORTH- 
COMING WOULD INDEED BE OPEN TO QUESTION IF WE SEEMED SIMPLY 
TO WAIT FOR SECRETARY'S DEPARTURE PRIOR TO PUBLICATION OF 
REPORT. INGERSOLL 
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